
 

 

I!@ Crnesc St., 6lla. larr m+z 

Dsta :  2 0 895 

Enp loye r  10 N u n ~ c r :  
 

P t r 3 o n  t o  i c n t s c t :  
h  

Te!tphone Number: 
 

a e f e r  AepLy To: 
  e 

Uc have ;~n3~c !e r55  i o a i r  ago: 1cat  Lon f ~ r  r e c o g n ~  t  on of cnenp t r 2n  f.-om Fecera 1 
r n c ~ n e  t a ~  tuncer 3ec? l ~ n  Sd t l z 1 ,  4 s f  t h e  I n t s r n a i  Revenue Code. 

+ p c ~ ~ c b  2 f  !?= ~~n;;r*a::;r 5uSnrt!eC r t v s a l 3  ? h a ?  Y;L ~ q . : c - ~ o r s t o d  i n  t3c 5 t a ! e  
o t   orl   ' t a r  p u r p a 3 ~ 3  a r c  :a p r o n ~ t e  t h e  C A / A C  ~ n t e r e 9 t  
of  ~ e r 5 2 n 3  D ~ u ~ A ~ Q  3 r  ; C , C U O ~  A ~ Q  ! . 3 t 3 ,  3rd t o  p r o n o t e  t h c  ~~QLJ I  u e i f a r r  , 3 ~ f e t y ,  
3173 h e a l t h  o f  3ucr  p e r s s n s ,  and t o  h e l p  e n ? o r c s  t h e  c r o t e c t ~ ~ e  coven an:^, 
r e a t r l r , t : o n s  a r C  :sndi?;ons g c r t s ~ n r n q  ?.a  . I! 13 

a l s o  a nesns o f  c s n v s i l n s  l n t ' , 3 r ~ a t r o n  o f  common r n t e r e g t  t o  t h e  nember5, ~ . e . ,  
   r e s u ~ r l n e n t s ,  c sun t y  r o a d  n a ~ n t , e n * n c ~ ,  and any a t  her  

prob lem3 o r  concerns  i n s t  nay occur  l r cm  trme t o  t r n e .  The o n l y  common a r s a  
t h a t  y o u  n a ~ n ' a r n  r s  a h c s ?  ramp t h a t  ysu prssume ta te puS11z Because you have  
no p r ~ v a t e  s r  keep ou t  s ~ ~ c s  p o s t e d  and t h e r e  a r e  no persons c h e c k ~ n s  t o  see 
what t he  s t a t u 3  o f  t h a s e  u s l r ~  t h e  ramp a r s .  Y o u  pay a fee  t o  t h e  E l e c t r r c  
company f o r  a  n r g h t  1 r ~ h t  . 

The  subdr . . r~3ron  1 5  c ~ m p o s e d  p r L n a r ~ l y  9 f  r = ~ r d e n t r a l  homes 
l o c a t e d  v ~ t h r n  t h e  S t a t e  o f   Ln e  County . The a rea  c n  t h e  n o r t h  1 3  

 ,  a  nan mado, l a k e  c a n t r s l : c d  h y  y .  
The e s s t  and s o u t h  a r c s  13 .  The a rea  an t h e  west 1 3  

3 t s t e  Hrphuey .  The s u b d ~ v ~ s ~ c n  1 3  1cca:ed appr?a:w?e!y  miles 
s o u t h  or .  

Sect r a n  T .561! c J I  4 ! - I  3 j !  2 !ir ) o f  the Incsms Td.. Regu ia t  n r ; s  p ro . r r d t3  t h a t  : 

"An o r g a n l z a t ~ o n  L S  ope ra ted  e ~ c l u 3 ; r c ! y  f ~ r  t h l  ~ r s m o t ~ o n  o f  s o c i a l  
u e l f a r e  r t  r t  r r  p r ~ ~ a r ~ l y  sngaged r n  p r o n c t r n g  r n  s m e  way t h e  common pood 
and genera! w e l f a r e  o f  t h e  psop l+  ot' t h e  c3mmunrty. A n  c r g a n ~ z a t r o n  
enbraced w ~ t h ~ n  t n i 3  s e c t l s r  :s one u h l c h  : 3  g p e r a t e d  p r r n a r l l y  f a r  t h e  
purpose  o f  b r ~ n q l n , ;  abau? c :vrc  be t t e rmen t  and social Lmprovcmen?s." 

S e c t i o n  I . E 3 ! ( c  ,!J;-1 .:? t h e  rec,ulat :on3 c i r o v ~ d e s ,  L~ g a r '  , 3 s  f 3 1 1 0 ~ 5 :  

*(a)( l i I n  g e n e r a l .  A . 7 1 . / 1 ~  i=dcj.~e o r  w G a n ~ ; 3 ? r ~ n  ma) E e  exempt as an 
OfQUnlz3tA9n d e s c r ~ b e d  rr! s i?c ,?~3r !  531 :.: ! I  4 ;  : f  - 



( r .  I I t  1 5  not r)r- ,an:zed ar >per?rtpd : ~ r  p p z f  : ? :  j n d  

i It 1s cperatsd e.~c!uslkely f o r  the prJmQ?A>n :f soc:3A ueliare.' 

' 1 d i ( 2 ' (  I )  A n  organt~stion 1s operated e~clu5l.relt f3r :Ce  Frjmotion o f  soclal 
welfare uher l t  1s p r l ~ a r ~ l y  snqaged An pramoticg, in some ua;, the common good 
and general welfare o f  th= people c f  the comnunrty. fin argsr,l,-atton e,lbrac,d 
withtn this sectron is one uhlch 1s operated primarily for ti.e purpose of 
brlnqrng shout c l v ~ c  betttr~ant3 and social rmprouements *a* fie prDmotlon of 
socral uelfare does not include dlrect or rndlrect parttcrpst:on 3r tnterventlon 
~n pol~tlcal C8PtpdlQn5 on betidlf Or An op~oslt10n to any sandldatc for publrc 
offrcs. Nor rs an ofganlzatzon operated primarily for the oromotlon gf  soclal 
,uelfars : f  its primar.9 dct:vrty L S  ouerat~flg a s ~ c l a i  ::,AS f3r t h e  benefit, 
pleasure, or recreation o f  1:3 members, or 1s carr.,rnq c n  3 Eus~r 53s  wrth the 
general publlc An a manner 3:mllar t s  Jrganr;a!:2ns d n ~ z h  are ~per3ted for 
profr?.**am 

R e . r .  Rul. 74-59,  1974-1, C. 9. 131. hold3 that In order f;r a nsneowners* 
as5sctat1on t o  qualify for eaemptlon under I R C  5 3 1 ( ; ! ( S i  st' :he Csde, r t  must 
have the  foliourng charac?~r~s?lcs: 

I .  The organizat~on m u s t  scrL,e a :smmunlly uhlch c z w s  3 rosionasie recognizable 
relatron3hlp to an urea ordlnarlly tdent~?red a s  so,dernnental. 

2 .  It must not conduct actr.rltlcs d:rect+d to the e.ifirror ~ 3 ~ n t e n a n c e  cf 
prrvate resrdences: an3 

3. The common areas ar facrlitres mu3t be for tee use and Injsynent s f  the 
public, as drstingui5hed fron controlled use or access rtstrlcted to the 
members oP the homeorner~"assoclatton. 

Rev.  Rul. 88-63, 1980-1 C . B .  116,  states that a hcne~wnsrs' 3333i13t13n whrch 
represents an area that 15 not a comwunrty and rcstrlcts thc use of k t 3  

recreatronal f a c ~ l ~ t i e s .  such as sutmming pools, tennts courts, and p i c n ~ c  areas 
to members of the assoclstton 3ae5 not qualrfy far eremptlon. 

In 5 n c h o  Santa Fe h a s ~ ~ a t r o n  v. United S t a t e s ,  B4-2 'J .S.T.C. 9535 ( S . D .  Cal.  
1984) the Court held that Rancho Santa F e  ~ssocratron, Inc. f a l ! r  w r t h ~ n  the 
defrnttton of a tax e ~ s m p t  organrzat~on devotsd to tl,e promotion o f  the general 
welfare. It performs the functions o f  a sovernmental ev'lty and brings about 
C ~ V L C  betterments and socral lmprovemcnts that uculd be soraii mrssed b y  the 
Rancho Santa fe comnon~t/ should they be lost or curtallcd. Pancho 5anta Fe 
Ctssocratlon, Inc. provrdes recreattcnal fscrlrt~ea rn the form of a golf course, 
numerous tennis courts. playgrounds, athlattc frelds, park lands, h t k ~ n g  t r a ~ l s ,  
b r ~ d l e  trails and open spaces. Over two-thirds o f  the fissoclatlon's land is 
de..oted to coslnon areas. Rancho Santa Fs 1s a houslng devel~pmen?, stgntfrcant 
rn size and self-contained In ortentatron. It rs not the ordrnary res~dentral 
Crouprng of tract hones, but is an rndependen? csmmunlty separated 
g~ographlcally from the central area of the clty o f  San Dtego o f  whrch Rancho 
Santa Fe 1s a sub-part. Rancho Santa Fe has ~ t s  ocn post office 3nd Z I P  code. 
The association benef1t3 the community rt serves and represents on an 
unrastrlcted basis. 

In Flat Too We fissoG ati-ed Statas. 86-2 U.S.T.C. 97% (S.D. 



1 

 

Li .  Oa i 9 3 6 :  the :;durt held t3at a homeouners' a~sociat:3n uas no? 3nt:tlee to 
eAempt status as a crvrl ltsgut ar .>rganr:atran under C c d e  S e s .  5dl : r :  >(l i .  The 
3ssociat;sn J L ~  not provlde b e n e f ~ i r  o f  a publrc uelfar? natur? : a  t h e  public or 
s deflnsble ~ommunlty because t he  sssocratron's facri1t:ss were r c ~ ? r l s t e d  to 
the use a ?  ~ ? s  members. In arder to be qualrfrcd for ?a#. eaempt status, a 
homeowners' arsocrstron nust show that ( 1 )  r t  1s 3 non-pf3flt organlzstion; i Z )  
i t  1s a CAV:C 0r~anl:atr~n operated for the p r o m o t ~ o n  9f socral w e l f a r e  and ! 3 )  
~t prsmotes sacla1 welrare b y  berng e n g a ~ e d  :n gronotrnp In scme uaj ihc common 
good and genera1 uelfdre o f  the comnunlty. 

Lpka For-p~. v. 9- 62-2 U . 5 . f . C .  held that s nonprof ~t 
corporation 5rganr:ed by World War 1 1  veterans and others to huy a housing 
prsject f r ~ m  'he P a b l ~ c  Housrng Admrnlstrat~on was na>t e.-.e3pt ?ram t a ~  as a 
'I ,,vlsm ,. . Jrcjaar:ittron jr 3s s "3ocral welfare" c ~ r p o r 2 t r ; ~ .  

In Better hr- v. United St- 326 U. Z .  2 7 3 ,  283 ' 19115 ) " . . . I I In 
order to fa11 wrthrn the clarmed ef.emptron, an organrzatron ~ u 3 t  be devoted to 
educational uurposes exclusrve1y. This plainly means that the presence of d 
s~ng!t non-tducai~snal purpose, r f  substantral I n  naturc, u:lL dzstrav the 
e.*:emgtrcn regard!tss of the number or Importance o f  ?ru:/ tducat~snal purposes.' 

Lle a!ss ::ns:Jt?rcr! , ~ u r  orpanr:at~cIr! under 5scf;on 5 0 ' : 1 : 1 7 !  o f  :ne Code. T h l 5  
sectLon prsvrdes for the slemptron o f  clubs organlz?cf far pleasure, recreat~on, 
and other rcnpr3f:tabla purposes, ~ u b s t a n t r a l ! ~  311 o f  the act~ri?;es of whrsh 
are fcr such DurDoaes, and no part o f  the net e s r n ~ n g 3  of whlch ~ n u r e s  to the 
b e n e f ~ t  ;f any p r i ~ a t e  shareholders. 

Rev. Ru!. 75-494,  1475-2 C . 0 .  2 1 4 ,  provrdes that a club prov~d;ng socaal and 
r+crsatronai facrlltles, whose membership rs Irmrted to !wmeownsrs o f  a housrng 
development, wrll not r,uafrfy for e~emption under sect:on 50!ic!(7) of the Code 
by ownrng and malntarrrng resrdentral streets, enforcing restrlctrve covenants, 
or p r o v r d ~ n j  re3rdentral flre and police protectron and traah collectron 
ser-r ices. 

Based on ?he rnfarmatron presented. ue have concluded that you do not meet the 
requirements for exemptLon as a soctal welfare organtzatron described rn section 
5 0 t ! c ) ! 4 )  o f  the Internal Ravenue Code. Your organizatron does not serve a 
communrty wh:ch bears a reasonable recopnrzabla relatxcn5hrp to an area 
ord:narriy ~dentafiad as governmental. You arc not a communrty llke the one 
descrrbed rn Ranrho k n t a  Fc A s s w t i o n  v ,  Unrttd States, 84-2 U .S .T .C . -  
9536 (S.O. Cal. 1984) .  The common area that you marn?arn IS very small rn size 
ln pr~portaon to your total s ~ z e . Y o u  do not have any recrest~onal areas- open 
to the publtc. You do not hare your oun post cfflce and z i p  code. Except f o r  
the fact that you do not restrict the use o f  your boat ramp to members only your 
organizatron is somewhat like tke organizatron described ln F - J  
-n. Inr v. U.St in.whlch the real issue 1s whether your organization 
confers tangrble and concrete benefits of a publlc welfare nature upon the 
pubirc at 1arQe or a definable community.    

 lacks certarn r n d ~ c i a  of a c~mnunrty such 3s churches, schools 
o r  stores. four organrzatron a l ~ o  resembles the organrzatlcn described in bnka 
F ~ r e s t .  1 n c . -  v. Unitad States. In Lgke Forest. tnc .  v.~\lnlte_d State* property 
consrsted of one-story resldenttal bulldlngr purchased from the Public Housrng 
Admlnlstratran. Property urthrn  consrsts mostly o f  rcsrdentia! 



2-gper:,, purchased : ' r . jm a d e v r i 7 p a r .  izl,r 3rgani:at:;n Zces nc: grop:3e t~ 
~ r f e r  a s e r l r c e  3 r  program f a r  t h e  d i r e c t  be t t e rmen t  2 r  ;nprav+nent o f  t h e  
c c n n u n i t y  3 5  s ~ h o l e .  Yobr c r j d n 1 : d t . ~ ~  13 n o t  d c9ar . tsbL.e  ;sr;aration ~n law 
o r  e q u i t y ,  f a r  r t r  c o n t r r b u t ~ o n  i s  ~ c ~ t h e r  t o  t h e  p u b l . c  a t  l a r g e  no r  o f  a 
public c h a r a c t e r .  Fact :  p r e s e n t e d  shcw t h a t  y9ur  s r g a n ~ z s t i u n  t s  not " c i v i c " ,  
au t  s i n p l y  s p r r v a t e  c o c p e r a t ~ , ~ e  organr :a t lon:  ~ t s  o p e r a t r o n  r s  n o t  s uort .  o f  
" s o c l a l  w e l f a r e "  b u t  3 p r r v a t e  economrc e n t e r p r r s e  a l b e i t  t n  t h e  r n t e r e s t  o f  
some o f  t h e  c:tr:ena: and even l f  i t s  o b j e c t s  r n c l u d e  s c o n t r t b u t ~ a n  t o  s o c i a l  
w e l f a r e ,  t h a t  r s  n o t  ~ t s  aLm " e ~ c l u s i . i s l y . "  Your o r g s n l = j t ~ o n  seems t o  be 
organr:ed f o r  p r r v a t e  b e - e f r t  r a t h e r  than  e . < e l u s ~ v e l y  Ccr t h e  p r s n o t r o n  cr 
s ~ c r a l  ueLFar9. 

A !  30 based Qn t h e  ~ n ? o r * r s t  1 ~ n  prc?sen:cii, r e  have csnci,rdr,d !hat you dc n c t  meet 
t he  r c q u l r e n t n t s  f o r  e m e m p i i o n  a 5  s ; ; , & a :  and rec rea : i 9na i  c l u b  descr rbed  I n  
s c c t r o n  S a l ; c ; t ? )  o f  t h z  I n t $ r n d l  P e v e ~ u s  Cade. '(cur -enbershrp 13 11mtted t o  
homeounlry af s hous:ng d e v e l o ~ m e n t  and you e n f a r c e  r e 5 t r : c t r v e  covenants  with111 
you r  b y  laws u h ~ c k  a r e  s ~ n r l a r  a r , t ; ~ ~ ~ : t ~ s  t o  !nose d e s c r ~ S e d  l n  Rev .  Rul. 
7s- 494.  

ra:car3rnsl / ,  s t  IS h e l a  tha t  . j 5 u  a r e  no? e n t t t l e d  t a  e.enpt:or, f r o n  f t d e r a l  
i n c m t  tax  3 3  an 3rGsni:st i z n  d e s ~ r r D ~ ~ 3  i n  sect:on 5Z t  z 1: 4 '. o r  s c c t l ~ n  
5a ! ' .=  $ 7 1  c f  t he  C o d e ,  and %loci a r e  r e a u r r a a  t o  P r l e  rocom& t a ~  r e t u r n s  an farm 
1 1  20. 

A 3 homeauner9 a s s o c : s t ~ q n ,  ;iou rnS/ c u a l ~ f ~  f o r  t r = a t * e n t  under s e c t i o n  5 2 0 ,  o 
z e c t i a n  oC tne  Code c r e a t e d  b/ the T 3 . w  R c i o r n  hct  o f  tJ76.  I n  t h i s  l e t t e r  be 
a r e  n c t  r u i i n g  cn t h e  ques t roo  3f uhe the r  you qua . . l f /  for  t reatment  under 
s e c t r a n  S?J.  t fouever,  r f  y o u  b e l r e l e  yau q u s l r f y  f o r  s ~ c h  t r ea tmen t .  you shou ld  
f zie Fo?- 1120-H uhen due. 

I F  you do not agree u r t h  these conc ius~sn .5 .  you may, v r t h r n  3Q days f rom t h e  
d a t e  o f  t h r s  l a t t e r .  Pile an d u p l t c a t t  a t r r ~ e f  o f  t h e  f a c t s ,  l a u ,  and argument 
t h a t  c ! t a r l y  s e t s  f o r t h  your  p o s ~ t : g c .  If you d e s i r *  an o r a l  d t s c u ~ s ~ o n  o f  t h e  
~ s s u e ,  p l ease  r n d r c a f e  t h r s  r n  your p r o t e s t .  The e n c l ~ s e d  P u b l ~ c a t r o n  892 g i v e s  
r n s t r u c t r 3 n s  f o r  f t i r n p  a p r o t e s t .  

I f  you do no t  f r l e  a p r o t e s t  u r t h  t h i z  o f f i c e  u r t h r n  30 days o f  t he  da te  o f  t h i s  
r e p o r t  o r  I s t t e r ,  t h r s  proposed d e t e r n i n a t L o n  u i l l  bacowe f l n a l .  

I f  you a g r I e  u : t h  t hese  canc!usrons o r  do no t  u t s h  t o  file a  u r r t t e n  p r o t e s t ,  
p l e a s e  3 r j n  and r e t ~ ~ r n  Form 6018 r n  t h t  enc losed  se l f - add ressed  e n u l l o p e  as soon 
sa p o s s ~ b l e .  

I f  YOU have any further ques t r3n5 ,  p l e a s e  c o n t a c t  the! parson whose name and 
t e l ephone  n ~ n b t r  a r e  shown a t  t he  b e p ~ n n r n p  o f  t h l s  l s t t e r .  




